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“Who Pays the Taxes?”, a subject of a study made application in the monograph raises the question as 
under the auspices of the Temporary National Econo- to whether these taxes are actually paid by the in- 
ste mic Committee in a document known as Monograph come groups to which they are accredited. ) | 
No. 3, has occasioned widespread interest. Inasmuch as A realistic attempt has been made here to reap- t! 
xes its conclusions may form the basis for new federal ptaise the problem of tax incidence in the light of : 
the tax policies, it is vital that the assumptions upon what would appear. to be sounder assumptions. Con- 
tax which the conclusions rest be examined most care- sideration has been given to shifts in population and 
in fully. Democracy’s strength ultimately depends on income since 1935-36, the year covered by the Na- ) 
- of the soundness of its tax structure. With these con- tional Resources Committee reports. Extended treat- . 
siderations in mind, the monograph has been studied ment has been given to such factors as Social Security ; 
ion objectively, and the statistical data upon which it and relief payments. ) 
ats. rests are examined in this article. The estimates presented herewith endeavor to ac- oT 
The chief conclusion reached by the monograph, credit tax burdens to the proper income groups. These My 
ted which covered the tax year 1938-39, was that the estimates vary widely and lead to conclusions different 
1% tax burden is heaviest on incomes below $1,000, less from those drawn in the monograph. For example, 
of heavy through all the middle brackets from $1,000 it is believed that the monograph overestimates the . | ) 
of to $5,000, and increasingly progressive through the burden of taxation on the classes below the $5,000 I 
hat higher brackets. It also stated that 44.4% of all income group, especially on the classes below $2,000, if 
an taxes were paid by persons with incomes under and that it underestimates the burden of taxation on ah 
net $2,000. The monograph, however, was based on the the higher income groups, especially those within the ‘ | . 
National Resources Committee’s reports on Consumer range of $5,000 to $10,000. It should be pointed out, rh 
onl Income and Consumer Expenditures, which in turn however, that both the monograph estimates and the : | i 
he were based on small samples, refined and extra- new estimates presented here are based on assump- If 
ms polated. The monograph, further, assumed the for- tions from earlier data which are incomplete and not i 
ward shifting to the consumer of all taxes on business , . 
: a ° up-to-date. Thus, both might prove to vary widely 
(except those based on net income) — a viewpoint f -" Lf tin N di atl 
be not shared by all economists. rom the actual facts, were they known. New studies 
en- In reaching its conclusions the monograph makes and a reappraisal of available data are necessary be- 


certain other assumptions which likewise may be cri- 
tically viewed by tax authorities. These assumptions 
are concerned with the incidence and shifting of vari- 
ous taxes on various income groups and their broad 











fore either the assumptions and conclusions contained 
in the monograph or other studies can be accepted as 
sufficiently authoritative in the formulation of de- 
finitive tax policies. 





























all the middle brackets from $1,000 to $5,000, and in- 
creasingly progressive from there on.”’ It also stated that 
44.4% of all taxes were paid by persons with incomes 
under $2,000. Consequently a number of commentators 
have concluded that taxes on the classes from $2,000 to 


rates were higher on incomes under $1,000 than on 
incomes between $1,000 and $10,000, and it showed 
in some of its tables that taxes were relatively higher on 
incomes under $500 than on incomes between $500 and 
$15,000. It stated that “the total American tax pattern is 


T HE thesis of Monograph No. 3 was that effective tax 
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regressive at its lower end, nearly proportionate through 
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$10,000 should be increased. Some steps were taken in 
that direction in 1940, and further steps are now proposed. 


Basic ASSUMPTIONS 


The monograph stated that it was based on certain as- 
sumptions; it should be regarded as a ‘‘scouting expedition 
into unmapped territory,” presenting “merely reasonable 
estimates,” or ‘‘constructional statistics.’’ It is in fact a 
complicated construction of statistics based on the National 
Resources Committee’s reports on Consumer Income and 
Consumer Expenditures, which in turn were based on small 
samples, refined and extrapolated to a dangerous degree. 


Shifting of Business Taxes 


The first assumption was that all taxes, except individual 
income taxes, corporate income and profits taxes, poll ‘taxes, 
estate and gift taxes, and part of the personal property 
taxes, were passed on to consumers. In other words, it 
assumed a forward shifting of all taxes on business (except 
those based on net income), including taxes on farm pro- 
perty, residential property, customs duties, and the em- 
ployers’ share of the Social Security payments. As a check 
on this assumption it presented a table based on the as- 
sumption that business taxes were shifted to wages. This 
will be discussed later. It mentioned the fact that some 
business taxes may fall on profits, but neglected entirely 
the possibility that some may fall on salaries. It discussed 
the possibility that taxes on land and buildings may be 
capitalized, but made no allowance in the tables for the 
possible incidence of such taxes on owners of real estate, 
except owner-tenants. 


Consumer Income Estimates 


The second assumption is that the National Resources 
Committee's reports on Consumer Expenditures and Con- 
sumer Incomes in the United States gave a correct picture 
of the ratio of consumption to incomes of the various 
classes of consumer units in 1935-36, and of the relative 
size of the various classes. These figures were adjusted to 
allow for the increased population and national income in 
1938-39, both total and per capita income. Overlooked was 
the fact that an increase in per capita income necessarily 
moves some individuals and families from their former 
class to a higher one. A uniform increase in income, such 
as assumed, must reduce the number of persons in the 
lowest class and raise the number in the highest. There are 
no watertight compartments between classes, and within 
each class the individual units are spread out fairly evenly. 
The 1935-36 pattern of distribution could only have been 
repeated in 1938-39 if the population and the national in- 
come had changed at an equal rate. Any change in the per 
capita income necessarily shifts individuals from one class 





to another, unless, which is very unlikely, the change is 
limited to either the top or the bottom class. If the dis- 
tribution of incomes were correctly stated by the National 
Resources Committee for 1935-36, and if the average in- 
come in each class increased 12.7% as the monograph 
assumed, the number of persons with incomes below $1,500 
must have decreased, and the aggregate income of persons 
with incomes below $2,000 must have decreased also. The 
relative size of the income-classes in 1938-39 must have 
differed considerably from the pattern in 1935-36. 


Likewise the average income within each class in 1938-39 
could not have been uniformly 12.7% above the average 
of the corresponding class in 1935-36, as was assumed. In 
the classes between $1,500 and $10,000 the average prob- 
ably remained unchanged. In the lowest and highest classes 
it must have risen somewhat. But, the average incomes in 
each of the income classes as shown in the table of Basic 
Datal, were above the midpoint of the class, although every 
previous investigation into the distribution of income has 
shown the average to be below the midpoint in all classes 
except the lowest. In fact the average income for the 
$15,000 - $20,000 class under the third and most fre- 
quently used definition of income, although not explicitly 
shown, works out to $23,203, and the average income for 
the same class under the second definition wes stated to 
be $20,333. 


MOobpIFIED INCOME DATA 


This fundamental statistical principle modifies the con- 
clusions to be drawn from ail of the tables in the mono- 
graph that purport to show the number or proportion of 
consumer units in each class, or the amount or proportion 
of income received or taxes paid by each class, or the aver- 
age income or expenditure in each class.2 The extent of 
the modification is indicated in Table 1-A, which, however, 
does not purport to present an accurate picture of the 
actual situation, since it, too, is based on the National 
Resources Committee’s report on Consumer Incomes. 

The exact distribution of consumer units and consumer 
incomes in 1938-39 cannot be ascertained. Assuming that 
the National Resources Committee’s figures for 1935-36 
are correct, there are various permissible methods of ad- 
justing them. Using the method that seems to involve the 
least amount of change consistent with known facts, the 
distribution shown in Table 1 and 1-A is obtained. These 
correspond to Table C and IX in the monograph. There is 
strong reason to believe that this distribution exaggerates 
the number of units in the classes below $1,000 and the 
amount of income in the classes above $10,000, partly be- 
cause the original estimates were too large and partly 
because incomes in the upper classes probably did not in- 





1Table C, p. 42. Temporary National Economic Committee; 
Monograph No. 3, Who Pays the Taxes? 

2Ibid., Tables I, col. 1; III, col. 1; IX; XII, cols. 1, 2; XIII, 
cols, 2. 4; A: C: D: F:-G: Be J. 
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TABLE 1-A: INCOME AND TAX PERCENTAGES For 1938-39 
(Cumulated from lowest brackets) 
















































Cumu- Cumu 

lative lative 
Per Cent Per Cent 
Per Same of Income} Cumulative of Taxes 

Income (Mono- Per Cent (Mono- 

Classes of Taxes graph)? 

Under $500 a0 1.7— 3.04 3.7 

II $ 500-$ 1,000 18.1 8.3— 13.44 16.5 
lll $ 1,000-$ 1,500 36.0 | 17.2— 26.7] 31.5 
IV $ 1,500-$ 2,000 50.9 | 25.8— 38.8 44.4 
V $ 2,000-$ 3,000 68.6 37.8— 55.6 59.5 
VI $ 3,000-$ 5,000 79.7 | 48.2— 67.1 69.2 
VII $ 5,000-$10,000 86.6 58.0— 74.8 75.4 
VIII $10,000-$15,000 89.6 | 64.5— 79.2 79.4 
IX $15,000-$20,000 91.6 | 69.8— 82.0 83.0 
$20,000 and over 100.0—100.0 100.0 





Income including death taxes, from Table 1. Since corporate taxes are 
ant Seen the per cents differ from those given in the last column 
able 1. 
2From Temporary National Economic Committee, Monograph Number 3, 
Table IX. 
a. Probably too large. 
b. Probably too small. 


crease as rapidly as in the lower, between 1935-36 and 
1938-39. 

Although the distribution of income and taxes shown 
in Monograph No. 3 must be modified, the ratio of taxes 
to incomes in each class might still be correct, if based on 
proper assumptions as to the nature and incidence of taxes. 


SOCIAL SECURITY 


Attention is drawn first to the Social Security payments 
that are deducted from wages and salaries. The monograph 
treats them as taxes, although the general assumption is 
that they are compulsory premiums for old age insurance. 
These taxes are not allowable as deductions from net in- 
come for purposes of income tax returns as others taxes are. 
They are a payment for a special benefit, and the amount 
of the benefit depends largely on the amount of the pay- 
ment. (Of course, the employer's contribution is a tax and 


the only question is whether it is passed on to the con- 
sumer, absorbed by the employer, or passed back to the 
employee.) 


Payments as Taxes 


However, if one prefers to regard the old age benefit 
payments as taxes, they should be attributed to the proper 
income-classes. The monograph attributes them on the basis 
of the wages from which they were deducted, assuming that 
such wages constitute the whole of the income of the con- 
sumer unit to which the wage-earner belonged. Attention 
should be called, however, to the warning given to the 
Social Security Bulletin of April 1939, from which the 
figures were derived, to the etfect that a large number of 
persons recorded as receiving small wages or salaries had 
income from other sources. Some of them worked part of 
the year in occupations not covered by Social Security. 
Others belonged to families with several wage earners. 
Some had income from property. And of course there were 
many persons with salaries well over $3,000 who were 
subject to deduction on their first $3,000 only. The im- 
possibility of the distribution of Social Security payments 
used in the monograph is strikingly illustrated by the fact 
that it allowed $26,200,000 for payments by the class with 
incomes under $500, although the maximum rate was 1% 
and the total income of that class was only $2,363,000,000. 


Distribution of Benefit Payments 


These payments can more properly be allocated to in- 
come-classes in accordance with the distribution of families 
of wage-earners and salaried persons as reported by the 
National Resources Committee for 1935-36, and this has 
been done, in Table 2. Since the top class shown by the 
National Resources Committee was $5,000 and over, the 
number of families reported with incomes over $5,000 was 
distributed according to the income-tax data showing the 


TABLE 1: Basic DATA ON CONSUMER INCOMES, 1938-39 








Consumer 
Number of Per Cent Income 

Income Consumer Units of Total (Millions of 

Classes (in Thousands) Number 

I Under $500 6,0464 15.14 1,975 
II $ 500-$ 1,000 10,4494 26.04 8,272 
III $ 1,000-$ 1,500 8,760 21.8 10,932 
IV $ 1,500-$ 2,000 $3532 13.8 9,500 
V_ = $ 2,000-$ 3,000 5,660 14.1 13,500 
VI = $ 3,000-$ 5,000 2,530 6.3 9,244 
VII $ 5,000-$10,000 748 1.9 5,137 
VIII $10,000-$15,000 1924 54 2,1974 
IX  $15,000-$20,000 794 24 1,3704 
X $20,000 and over 1332 34 5,8504 
Total 40,149 100.0 67,977 





Same, Including 


Income also Corporate 
Income Including Income and 
Per Death Taxes Profit Taxes Per Cent 
Consumer (Millions of (Millions of of Total 
Unit Dollars) Dollars) Income 
327 1,975 A 2.8 
792 8,272 \ 11.9 
1,248 10,932 q 15.7 
1,711 9,500 x 13.6 
2,385 13,500 . 19.4 
3,654 9,244 ‘ 13.4 
6,867 5,142 7.6 
11,443 2,2174 J 3.54 
17,342 1,4294 , 2.34 
43,985 6,2604 9.84 








1,693 (av.) 68,471 , 100.0 
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TABLE 2: DISTRIBUTION OF SOCIAL SECURITY 
BENEFIT PAYMENTS, 1937 





Based on Based on 
Unit Income! Taxable Wages? 
Income (Millions of (Millions of 

Classes Dollars) Dollars) 

I Under $500 13.8 26.2 

II $ 500-$ 1,000 of 65.2 
III $ 1,000-$ 1,500 TL.2 77.4 
IV $ 1,500-$ 2,000 59.5 63.4 
V $ 2,000-$ 3,000 70.9 54.7 
VI $ 3,000-$ 5,000 33.8 33.3 
Vil $ 5,000-$10,000 8.6 _ 
VIII $10,000-$15,000 2.0 _— 
IX $15,000-$20,000 8 —_ 
X $20,000 and over 1.3 —- 





Total 319.6 320.0 





As described in text. 
*Temporary National Economic Committee, Monograph No. 3, Table F, 
also pp. 17, 46. 


number of returns with salaries, wages, commissions and 
fees.1 No family was allowed a total of wages or salaries 
greater than $3,000. In order to ensure that the smaller 
incomes were fully represented, all single individuals and 
all families on relief were regarded as receivers of incomes 
subject to Social Security deductions. Consequently, the 
calculation overstates the amount of payments in the lower 
income-classes, and understates the amount paid by con- 
sumer units with incomes over $3,000. Table 2 shows the 
distribution of Social Security payments on the preceding 
assumption, and for comparison the distribution used in 
the monograph. In subsequent discussion herein these pay- 
ments will not be regarded as taxes. If they were so re- 
garded it would make very little difference, since they did 
not exceed 0.7% of the income of any class. 


INCIDENCE OF BUSINESS TAXES 


With regard to the genuine taxes, the assumption that 
all business taxes are passed on to consumers would appear 
to represent an extreme point of view. There is room here 
for considerable difference of opinion. It is believed that 
most students of tax-shifting would agree that taxes on 
payrolls (such as the employers’ share of old-age insurance 
and unemployment compensation) are more likely to fall 
on the employer or the employee; and taxes on real pro- 
perty used in business more likely to fall on profits or on 
the property-owner or to be capitalized, especially taxes on 
farm land (which are treated as business taxes in the mono- 
graph). Other business taxes, such as those imposed on 
gross sales or on inventories, might be passed on to con- 
sumers, absorbed by business, passed back to employees, or 
passed back to suppliers, especially farmers and miners. 
Even special consumption taxes may be absorbed by business 





Consumer Incomes, Tables 9, 10, 10B; Statistics of Income, 
1937, table 7. 


or passed back to suppliers. In this discussion it is assumed, 
however, that these business and special consumption taxes 
are passed on to consumers (except in Table 5). 


Here again it is necessary, if it is assumed that business 
taxes are passed on to consumption, that the relative ex- 
penditures of various income-classes on consumption be 
correctly calculated. The Consumer Purchases Study, which 
was the source from which the monograph derived its 
material, contained internal evidence that it overstated the 
expenditures of consumers in the lower income brackets 
and understated those in the upper. But if it is accepted as 
a correct picture of the situation in 1935-36, drastic revi- 
sions must be made for 1938-39, because in 1935-36 the 
amount of consumer credit is known to have expanded 
abnormally, especially in the form of instalment purchases, 
whereas in 1938-39 the available evidence indicates that 
consumer credit expanded very little, if at all. Some allow- 
ance was made in the monograph for increased savings 
(or rather, decreased dissavings) in the lower brackets, but 
units with incomes below $1,000 were still assumed to be 
spending on consumption, taxes or gifts, more than their 
incomes, and the average consumption in each income class 
except the lowest was stated to be higher than in 1935-36. 
In view of the decreased use of consumer credit and the 
slight decline in employment in the later period it appears 
unlikely that consumers in the $500 - $3,000 classes spent 
more on consumption, or as large an amount in relation 
to their incomes. Also the increase in personal taxes prob- 
ably resulted in reduced unit expenditure on consumption, 
at least in the lower brackets. On account of the importance 
of instalment purchases in 1935-36 in the reported con- 
sumption expenditures of persons with incomes between 
$1,000 and $2,000 it is especially likely that unit expendi- 
tures in those classes were less in the later period, when 
the increase in instalment paper outstanding was much 
smaller. For lack of adequate information, perhaps the best 
basis for calculation is to assume that in each income class 
unit expenditures were the same as reported for 1935-36, 
and that the increased unit incomes, if any, were used for 
taxes or savings. The distribution of taxes falling on con- 
sumption must then be adjusted according to the changing 


TABLE 3: TOTAL TAXES AS PER CENT OF CONSUMER 

INCOME, 1938-39 IF PROPERTY TAXES ON FARMS FELL Ow 

FARMERS, PAYROLL TAXES ON EMPLOYEES, AND OTHER 
BusINESS TAXES ON CONSUMERS 





Income Per Cent Income Per Cent 
Classes of Income Classes of Income 


I Under $500 18.2 VII $ 5,000-$10,000 20.4 
II $ 500-$1,000 16.8 VIII $10,000-$15,000 24.9 
III $1,000-$1,500 17.0 IX $15,000-$20,000 31.0 








IV $1,500-$2,000 17.6 X $20,000 and over} 34.9 
V_  $2,000-$3,000 17.0 —_—- 
VI $3,000-$5,000 i Total 19.7 
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TABLE 4: TOTAL TAXES AS PER CENT OF CONSUMER 
INCOME, 1938-39, IF BUSINESS TAXES WERE 
SHIFTED TO WAGES AND SALARIES 


Omitting Real Including Real 


ncome Pro Tax r T: 

— pony Ae ies 
I Under $500 13.6 16.2 
II $ 500-$ 1,000 13.1 16.1 
Ill $ 1,000-$ 1,500 14.2 16.6 
IV $ 1,500-$ 2,000 13.5 17.6 
V_ = $ 2,000-$ 3,000 15.8 17.2 
VI $ 3,000-$ 5,000 16.2 17.5 
VII $ 5,000-$10,000 21.4 22.2 
VIII $10,000-$15,000 24.4 25.3 
IX  $15,000-$20,000 29.9 30.7 
X $20,000 and over 33.6 34.4 
Total 18.0 19.7 





1For comparison with Monograph No. 3, Table VII. : 
2Distributed according to incomes of farm families in 1935-36 (National 
Resources Committee, Consumer Incomes, Table 10B). 


numbers of units in the respective income-classes. This 
method, however, almost certainly overstates the burden of 
taxes On units with incomes between $1,500 and $2,000. 


Table 3 represents the relative burden of taxes on the 
assumption that business taxes, except real property taxes 
on business and farm property and the employers’ share 
of the Social Security taxes, fall on consumption. Real 
property taxes on farms are distributed according to the 
income of farm families! and the other taxes just mentioned 
as exceptions are distributed to families of employees 
(wage-earners, clerical, salaried business and salaried pro- 
fessional). But in order to avoid neglecting unmarried em- 
ployees, all single persons are included in this computation 
on the assumption that they are all employees.2 This calcu- 
lation probably overestimates the burden on the lower in- 
come-classes, since single individuals appear more frequently 
in the lower-income classes, and are not all employees. 


Business Taxes and Wages 


The monograph also contains a table (Table VII, p. 26) 
which shows what the relation of taxes to income would be 
if business taxes were shifted to wages. Real-property taxes 
on farms are omitted and other business taxes are dis- 
tributed on the same basis as was used for distributing 
Social Security payments. The validity of this basis was 
challenged earlier in this discussion. This table appears, 
consequently, to overstate considerably the burden of taxing 
on the income-class below $500, if it is assumed that taxes 
fall on employees, and the burden on incomes between 
$5,000 and $10,000 would appear to be understated. There 
is nO reason to suppose that taxes falling on employees 
fall only on wage-earners, or only on persons making 





‘National Resources Committee, Consumer Incomes, Table 10B. 
“Ibid., Tables 10B and 15. 
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Social Security payments. If a business concern is com- 
pelled by taxation to cut wages or to refuse wage-increases, 
the same pressure is on it to reduce salaries or refuse 
salary-increases, and that pressure affects large salaries as 
well as small ones. Table 4 shows what the distribution of 
the tax burden would be if real property taxes on farms 
were distributed according to farm incomes, and other busi- 
ness taxes distributed according to incomes of employees 
(assuming that all single individuals are employees). It 
shows also, for comparison with the monograph’s figures, 
the distribution of the burden if taxes on farm property 
are assumed to be painlessly capitalized. 


Business Taxes and Profits 


There is still another possibility. Business taxes may fall 
on profits. In that case the burden is on investors and in- 
dependent business men. It is difficult to calculate the rela- 
tive importance of the incomes of incorporated and unin- 
corporated businesses, or to distribute their incomes by 
income-classes. However, the possibility of taxes falling on 
profits is so great that a rough tabulation has been con- 
structed on this assumption. In this tabulation (Table 5) 
the distribution of stock ownership among the income- 
classes below $5,000 is assumed to be as stated in the 
monograph, and other business and professional income is 
distributed as stated by the National Resources Committee, 
supplemented for incomes over $5,000 by the Statistics of 
Income for 1937. The real property tax on farms is dis- 
tributed to farm families; the real property tax on urban 
residences is distributed in proportion to total income, since 
that is the nearest available measure of residential owner- 
ship as distinguished from owner-occupancy, and it is 
assumed in this table that taxes on residences fall on the 
owner, not the tenant. Table 5 probably represents the most 
extreme view as to the progressive nature of our tax-system 
in 1938-39; it shows the lowest possible rates on the small 
incomes and the highest possible on the large — based, of 
course, on the National Resources Committee estimates for 
income and consumption in 1935-36. 


TABLE 5: TOTAL TAXES AS PER CENT OF CONSUMER 
INCOME, 1938-39 IF BUSINESS TAXES 
CAME OUT OF PRoFITs! 


Income Per Cent Income Per Cent 
Classes of Income Classes of Income 
I Under $500 11.6 VII $ 5,000-$10,000 25.5 


II $ 500-$1,000 11.0 VIII $10,000-$15,000 36.6 
III $1,000-$1,500 11.3 IX $15,000-$20,000 45.1 


IV $1,500-$2,000 12.4 X $20,000 and over 60.7 
V_  $2,000-$3,000 12.2 Kae 


VI $3,000-$5,000 | 15.3 Total 19.7 





‘Real property tax on farms assumed to fall on farmers, tax on resi- 
dential property assumed to fall on owners. 
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TAXES ON Low INCOME GROUPS 


All of the calculations so far presented refer to the tax 
system as it was in 1938-39. It is believed that these cal- 
culations (except in Table 5) tend to over-estimate the 
burden on classes below $2,000. None of them makes any 
distinction between consumer units consisting of single 
individuals, married couples, or families with children. 
There can be little doubt that families with children paid 
more taxes on necessary consumption than the other types 
of units, and it is very doubtful whether the credit for 
dependents allowed against the normal income tax was 
large enough to offset the higher consumption taxes. 
Married couples without children were almost certainly 
less heavily taxed than the other two types, since they 
had a higher income-tax exemption than single persons and 
smaller necessary expenditures than couples with children. 


Although the revised figures still show a high rate of 
taxation on units with income under $500, that is only a 
“statistic” derived by purely mathematical methods from 
the National Resources Committee’s data. If that class is 
analyzed, the improbability of their paying such heavy taxes 
becomes apparent: They are of course exempt from income 
taxes, and in practice nearly exempt from poll taxes and 
personal property taxes, and they own little real property. 
The only important question is what proportion of their 
consumption is taxed. 


Relief Factor 


Of the 6,211,000 consumer units reported by the Na- 
tional Resources Committee as having incomes under $500 
in 1936-37 between 1,804,000 and 2,454,000, or between 
29% and 39% were on relief. Is it proper to assume that 
persons on relief bear the burden of taxes on the goods 
that are supplied to them at the public expense, or even 
on the goods that they buy with money given to them and 
not earned? Another 1,091,000 (17%) were farming 
families, who obtained a large part of their food and fuel 
free from tax. Farmers, incidentally, were not required to 
make Social Security payments. Of these farm families 
325,000 were sharecroppers. Another 546,000 (8%) were 
rural non-farming families, who also in many cases raised 
some of their own food. Moreover, taxes on residences are 
usually very light in rural districts. In the light of these 
considerations, the estimate of taxes on consumption paid 
by units with incomes under $500 might easily be con- 
siderably less than shown in these tables. 


The monograph also contained a section (Appendix I) 
intended to show the effect of the Defense Tax Bill of 
June, 1940. It would appear that this section underestimated 
the effect of the increased surtax rates and 10% super- 
tax on the tax payments of persons with $5,000 or more 
income. Estimates of this nature are even less reliable than 


TABLE 6: TOTAL TAXES AS PER CENT OF CONSUMER 
INCOME, 1938-39 IF 1940 Tax RATES HAD BEEN IN Force 


Per Cent 
of Income 
(Monograph)? 


22.5—25.6 
17.7—18.7 
17.8—18.1 
17.9—18.7 
16.0—18.5 
17.4—19.0 
13.4—19.3 
20.6—28.3 
26.0—35.7 
36.7—43.4 


Income Per Cent 
Classes of Income? 


I Under $500 12.2—18.8 
ll $ 500-$ 1,000 11.7—17.5 
III $ 1,000-$ 1,500 12.1—17.8 
IV $ 1,500-$ 2,000 13.3—18.5 
Vv $ 2,000-$ 3,000 13.2—18.2 
VI $ 3,000-$ 5,000 16.7—18.9 
VII $ 5,000-$10,000 22.2—27.3 
VIII —$10,000-$15,000 
IX $15,000-$20,000 

X $20,000 and over 


28.3—40.5 
35.6—50.8 
42.4—69.5 


1Obtained by adding to per cents given in Tables III, IV or V, (above) 
estimates for additional taxes enacted in 1940. : 

2Monograph No. 3; obtained by adding to per cents given in Tables I, 
VII, or Xil those given in Table B. 


those for past years because there is no information con- 
cerning the actual yields of the taxes. In any case, the 
monograph could make no allowance for the increased taxes 
on corporations enacted in September. 


REVISED DISTRIBUTION OF TAX BURDEN 


Table 6 presents the ratio of taxes to incomes by income 
classes, applying the tax rates of 1940 to the income dis- 
tribution of 1938-39. The first column shows the range of 
the three monograph estimates, adjusted for its estimate 
of the Defense Tax Bill; the second shows the range of 
the four estimates presented here, adjusted for the two tax 
acts of 1940. The monograph estimates show the lowest 
rates in the income-class $1,000 - $1,500 or $5,000 - 
$10,000; the estimates presented in this discussion all 
show the lowest rates in the income-class $500-$1,000. The 
monograph estimates show a systematic progression of 
rates beginning at $3,000 or $10,000; the estimates pre- 
sented in this discussion show a systematic progression be- 
ginning at $2,000 or $3,000. The monograph estimates 
of rates are uniformly higher than those presented here for 
incomes below $1,000 and uniformly lower for incomes 
over $20,000. But the estimate on which the monograph 
relied the most showed rates higher than any of the present 
estimates for all classes below $5,000, and lower than any 
of the present estimates for the $5,000-$10,000 class. 


Newcomer Studies 


The excellent studies by Professor Newcomer! in which 
the tax distribution of 1936 in Illinois and New York was 
analyzed according to five theories of incidence should also 
be cited here. Professor Newcomer presented estimates of 
the tax burden on typical families. If these estimates are 
plotted according to the family income and connected by 


1Studies in Current Tax Problems (Twentieth Century Fund, 
1937) and Facing the Tax Problem (Twentieth Century Fund, 


1937). 
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straight lines to make a continuous series, all of her esti- 
mates show lower taxes than the monograph figures that 
were prepared for comparison with them!, on all incomes 
under $970; and higher taxes on all incomes above $3,700. 
In general, Professor Newcomer’s results agree fairly well 
with those obtained in the present discussion, except that 
her data shows higher rates on merchants with incomes 
between $5,000 and $10,000. 


Conclusion 


In conclusion, assuming the correctness of the National 


1Table XII of the monograph. 


Resources Committee's estimates concerning the distribution 
of income and consumers’ expenditures in 1935-36, the 
estimates of the monograph concerning the ratio of taxes to 
income in 1938-39 require considerable modification. If 
the National Resources Committee estimates are inaccurate, 
as some critics have suggested, these estimates would re- 
quire even more modification. The ratio for the classes 
below $5,000 appears to be overestimated, especially on 
classes below $2,000. The ratio for the class between $5,000 
and $10,000 are underestimated. The monograph estimates 
for the ratio of taxes in 1940 are apparently high for 
classes below $1,500 and too low for classes above $5,000, 
especially the $5,000-$10,000 class and the class above 
$20,000. 
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